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CITY OF HIGHLAND, ILLINOIS
FY 2010 Audit - Management’s Discussion & Analysis

This section of the City of Highland’s annual ficgal report presents discussion and analysis
from City management regarding the City’s finangiarformance during the fiscal year that
ended on April 30, 2010 with comparative informatfor the fiscal year ended April 30, 2009.

FINANCIAL HIGHLIGHTS

 Total assets exceeded liabilities at the closénheffiscal year by approximately $63.8 million
(net assets). Of this amount, the unrestricted anou$19.8 million may be used to meet the
City’s ongoing obligations to citizens and credstor

* City-wide net assets increased 2% during the figeal. An increase of 3.1% was realized in
governmental activities while a .2% increase ociwithin enterprise activities. The increase
was realized despite an overall increase in Cipeexditures of 4.7%.

The City of Highland is compliant with the GASB 3éporting model, which requires
accounting for depreciation of fixed assets withovernmental activities. Shown within the
Statement of Net Assets, the fixed assets yeabalzmhce for fiscal year 2010 is $56.2 million
(net of depreciation). This is comprised of $2mnilion for governmental activities plus $28.8
million for business-type activities. The 2% ingeadn fixed assets is largely represented by
the City’s investment in street and fiber projects.

* Receipts of the traditional sales tax, shown withia “Intergovernmental” revenue line item,
decreased .7% during FY 2010. This representseit@nsl decrease in sales tax during the past
10 years. According to City estimates, the numberetailers in Highland has remained the
same. The decrease in sales tax growth is indeativthe economic climate across the
country. The traditional sales tax revenue accolant29% of all general corporate revenues.

* FY 2010 was the third full year of receipts frome t2006 Non-Home Rule Sales Tax
Referendum. This 1% NHR sales tax was estimatelrittg in an additional $1.3 - $1.5
million annually to the City for street projectseéripts for the year equaled $1.3 million.

 Building permit activity has slowed down, followinthe national economic downturn.
Connection fee revenues were lower as well. Theviroate of the City’s equalized assessed
value (EAV), which is an important component in edy tax calculations, is difficult to
predict for the future.
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USING THIS ANNUAL REPORT

This annual report consists of a series of findretetements.

- The Statement of Net Assets and the Statement t¥itdes provide information about
the activities of the City as a whole and presdonger-term view of the City’s finances.

- For governmental activities, these statementtsil these services were financed in the
short term as well as what remains for future spend Fund financial statements also
report the City’s operations in more detail thae tpovernment-wide statements by
providing information about the City’s most finaalty significant funds.

- The remaining statements provide financial infoioratabout activities for which the
City acts solely as a trustee or agent for the fitamfethose outside of the government.

Reporting the City as a Whole —
The Statement of Net Assets and the Statement of thdties

One of the most important questions asked abouCttyés finances is “Is the City as a whole
better off or worse off as a result of the yeactwties?” The Statement of Net Assets and the
Statement of Activities report information aboug Bity as a whole and about its activities in a
way that helps answer this question. These statisniecludeall assets and liabilities using the
accrual basis of accounting, which is similar to the accounting used by mosvgie-sector
companies. All of the current year’s revenues exjgenses are taken into account regardless of
when cash is received or paid.

Reporting the City’s Most Significant Funds -
Fund Financial Statements

Some funds are required to be established by &tatand bond covenants. However, the City
Council establishes many other funds to help ittrdnand manage money for particular
purposes (such as the 2006 Electric Bonds for striwature Improvements) or to show that it is
meeting legal responsibilities for using certaixets grants, and other money.

The City’s three types of funds use different actimg approaches:

» Governmental funds — Most of the City’s basic services are includedyavernmental funds,
which focus on (1) howash and other financial assets that can readily be converted to cash
flow into and out of these funds and (2) the batanieft at year-end that are available for
spending. Consequently, the governmental fundersnts provide a detailesthort-term
view that helps you determine whether there areermoffewer financial resources that can be
spent in the near future to finance the City’s pangs. We describe the relationship (or
differences) between governmental activities (reggbm the Statement of Net Assets and the
Statement of Activities) and governmental fundshi@ reconciliations within exhibits #4 and
#6 of the “Basic Financial Statements” section.

» Enterprise Funds — Services for which the City charges customersthier full cost of the
services it provides are generally reported inrpnise funds. These business-type activities,
like the government-wide statements, provide botigi and short-term financial information.
Business-type activities are reported in the sarag that all activities are reported in the
Statement of Net Assets and the Statement of Aietsvi
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 Fiduciary funds — The City has fiduciary responsibility for othessats that — because of trust
arrangements — can be used only for the trust lmésaeés. The City is responsible for
ensuring the assets reported in these funds acefaseheir intended purposes. All of the
City’'s fiduciary activities are reported in a segtar statement of fiduciary net assets and a
statement of changes in fiduciary net assets. Wude these activities from the City’'s
government-wide financial statements because thedannot use these assets to finance its
operations.

In the supplemental information section, the Ciag Iprovided detailed schedules of revenues,
expenditures, and changes in fund balances foe thureds. In addition, detailed historical data

can be found regarding tax levies, building perpatsd property values. Information regarding

principal taxpayers, overlapping debt, and misoeltaus statistics about the City of Highland are
also included. The reports are intended to prothe@euser with information beyond the realm of

the traditional auditing requirements.
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FINANCIAL ANALYSIS OF THE CITY AS A WHOLE

The following table provides a comparison betwden dctivities for FY ‘10 and the activities
for FY ‘09 under the GASB statement #34 model. Titg-wide total for revenues increased $.1
million and expenditures increased $1.4 million pamed to the previous fiscal year. In the case
of both governmental and business-type activitiesenues exceeded expenditures for both
fiscal years. The surplus is utilized by the QifyHighland to meet the City’s fiscal policy in

relation to reserves for operations, maintenanue capital projects.

Changes in the City of Highland's Activities

(in millions of dollars)

Governmental Business-type
Activities Activities Totals
Fiscal Year Fiscal Year Fiscal Year
2010 2009 2010 2009 2010 2009

Revenues
Program Revenues

Charges for Services $ 34 $ 33 $ 166 $ 159 $ 200 $ 19.2

Operating Grants and Contributions 0.2 0.2 0.2 0.2
General Revenues

Property Taxes, General Purposes 3.1 3.0 3.1 3.0

Property Taxes, Debt Service - - 0.0 0.0

Intergovernmental 51 5.6 5.1 5.6

Miscellaneous 1.0 1.3 0.5 0.5 1.5 1.8
Total Revenues $ 128 $ 134 $ 171 $ 164 $ 299 $ 298
Expenditures
General Government $ 13 $ 13 $ 13 $ 13
Public Safety 4.2 4.1 4.2 4.1
Highways and Streets 2.8 2.6 2.8 2.6
Culture and Recreation 2.3 2.3 2.3 2.3
Economic Development 0.1 0.1 0.1 0.1
Employer's Cont. to Retirement Fund 0.6 0.6 0.6 0.6
Interest on Long-Term Debt 0.5 0.5 0.5 0.5
Electric $ 117 $ 108 11.7 10.8
Water 2.4 2.3 2.4 2.3
Sewer 1.9 1.8 1.9 1.8
Solid Waste 1.0 1.0 1.0 1.0
Total Expenditures $ 118 $ 115 $ 170 $ 159 $ 288 $ 274
Excess of Revenues
Over Expenditures $ 10 $ 19 $ 01 $ 05 $ 11 $ 24
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Governmental Activities

Governmental Activities include all funds exceptsBiess-Type Activities and the Police
Pension Fiduciary Fund. Examples include the Wailhg: General Fund (which includes the
Police Dept, Fire Dept, Building and Zoning, Geh&wdministration, and PW Admin / Streets
Dept among others), Ambulance Fund, Parks and Rione and the various Library Funds.

Intergovernmental revenues includ
revenues due to the City of Highland th
pass through the State of lllinois. Thet
include, but are not limited to, sales ta

income tax, and the  simplifiec
telecommunications tax. Corporat
replacement tax as well as fines ai

forfeitures are included within the “other
category. The “miscellaneous” catego
includes interest income. “Charges ft
Services” includes billings from the City’s
Ambulance service and user fees from Pa

General Governmental Revenues - FY 2010

General Property Charges for

Taxes Senices
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Miscellaneous
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Intergovernmental
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& Recreation.
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Expenditures of Governmental Activities are spre
among a wide variety of functions. Among these

public safety functions of police, fire, and EM!
Also included are the activities of highways a
streets as well as culture and recreation (parks
recreation / library). These areas are funded thith
aforementioned revenues such as property taxes
intergovernmental revenues. The charts included
this page depict the fund financial stateme
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amounts for the various functions.

General Government Expenditures
(shown in millions)

Governmental Activites Expenses
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Streets
36%

by Category - FY 2010
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Business-Type Activities

Business-type activities include revenues and edipges related to the Electric, Water, Sewer,
and Solid Waste funds. Business-type activitiesndbreceive property or intergovernmental
taxes. Each enterprise fund operates as an indepeedtity, relying solely on user fees for

operations.
ENTERPRISE FUNDS
Operating Income (Loss) Decreases in FY 2010 resulted from cooler
51500000 temperatures and increased rainfall in the
$1,000,000 ] — summer months of 2009 vyielding lower
$500,000 electric and water consumption. The electric
%0 tF:»_.: EL—EHT fund also includes some expenditures for
($500,000) . . . :
2006 2007 2008 2009 2010 installation of the new fiber infrastructure
@ Bectric | (393,129) | 1,250,346 | 1,079,220 | 501,900 | 240,525 which will begin generating revenue the later
B Water 294,896 319,771 120,597 (238,159) | (296,060) part Of FY 2011
O Sewer 141,660 (67,485) (93,899) 3,728 (49,447) '

An increase in operating costs within the Waterd~oh 4%,
combined with only a 1.6% increase in revenue, tledan
operating loss in this fund. This can be attributed decrease

BUSINESS-TYPE ACTIVITIES
OPERATING EXPENSES
(Blectric / Water / Sewer only )

Supplies And
Nb;f‘;/”a's Utiities
? 1%

Cont Svcs -

in gallons billed during Fiscal Year 2010 due toatter ot Depffé;:m"
conditions. In addition, the economic slowdown ntead3%
reduction in connection fee revenue for the Watend~and rorsonnel
23% for the Sewer Fund (40% for all enterprises). onracal - lw
16%
Total IMEA kWh Billed
150 For the Electric Fund, total operating
] revenues increased 5% during FY ’10.
145 1 Total operating expenditures increased
< ] S 7.73%, primarily due to a 5% increase in
=140 | . .
= the cost of power. This is mainly due to an
E135 increase in the rate charged to Highland by
IMEA.
13
2006 2007 2008 2009 2010
Fiscal Year
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STATUS OF CITY RESERVES

The governmental funds reportecc@mbined fund balance of $15.9 million. The recent bond
issuance for street projects is reserved funds shauthin the “Bldg Construction and
Improvements” line. Those funds are designed tcsent on specific projects per the bond
covenant, and as such are designed to be spent @otyrepartments contribute annually to the
unreserved “capital projects” line per the Cityisligeting guidelines.

City of Highland
Statement of Governmental Fund Balances

Fiscal Year Fiscal Year Percent
2010 2009 Change

Reserved Funds
Maintenance and Upkeep $ 695,336 $ 652,920 6.50%
Bldg Construction and Improvements 5,303,566 7,816,925 -32.15%
Unreserved Funds
General 2,789,835 2,714,742 2.77%
Special Revenue 1,578,559 1,464,001 7.82%
Capital Projects 4,362,335 3,847,784 13.37%
Debt Service 1,209,961 1,194,476 1.30%
Totals $ 15,939,592 $17,690,848 -9.90%

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets

At the end of FY 2010, the City had $56.2 milliare({ of depreciation) invested in a range of
capital assets that include equipment, building stnatctures, and infrastructure. Infrastructure is
valued based on the composite cost. The straigatdepreciation method is used, with a salvage
value always being zero.

City of Highland's Capital Assets
(net of depreciation, in millions of dollars)

Governmental Business-type
Activities Activities
Fiscal Year Fiscal Year Totals
2010 2009 2010 2009 2010 2009
Land $ 35 $ 28 $ 06 $ 06 $ 41 $ 34
Construction in Progress 4.0 0.3 0.8 - 4.8 0.3
Bldgs & Improvements 6.2 5.9 6.7 7.5 12.9 13.4
Other Improvements 1.6 1.6 4.7 4.3 6.3 5.9
Equipment 0.7 0.9 2.1 2.3 2.8 3.2
Infrastructure 11.4 14.1 11.4 14.1
Lines 9.2 9.8 9.2 9.8
Interconnect 4.7 4.8 4.7 4.8
Totals $ 274 $ 25.6 $ 288 $ 293 $ 56.2 $ 54.9
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Debt Administration

The City of Highland has no general obligation detninting against its legal debt limit because
the City does not require the use of property $afoe repayment of debt. Debt repayment is
accomplished primarily with sales tax revenue atilityusales. The passage of the 2006 Non-
Home Rule Sales Tax Referendum is a major reasorthfs accomplishment. The City of
Highland's legal debt limit of $16.3 million is nodully available upon approval of voter
referendum approval. Total City debt per capitagproximately $3,000.

City of Highland's Outstanding Debt
(in millions of dollars)

Governmental Business-type
Activities Activities
Fiscal Year Fiscal Year Totals
2010 2009 2010 2009 2010 2009
Revenue Bonds $ 125 $ 135 $ 127 $ 4.9 $ 252 $ 184
Notes Payable $ 33 $ 37 $ 33 $ 37
Totals $ 125 $ 135 $ 160 $ 8.6 $ 285 $ 221

CURRENT EVENTS AND NEXT YEAR'S BUDGET

The City of Highland has taken an aggressive agbrdawards managing the growth of the
community. The following is a brief description ®dme of the actions taken in FY ‘10, with a
brief look ahead into FY ‘11.

FY 2008 was the first full year of receipts fromethlon-Home Rule Sales Tax Referendum
(passed in March of 2006). This 1% increase inssle was estimated to bring in an additional
$1.3 - $1.5 million annually to the City for strgatojects. Receipts for the year equaled $1.3
million. 80% of the new revenue has been pledgesupport new street construction projects.
20% of the revenue will be used towards the maartea of existing streets and sidewalks. The
City Council issued alternate revenue bonds agéimstnew revenue stream during FY ‘07 in
order to expedite the $10 million in street progeftirecasted in the next five years. Foremost of
these projects is the “peripheral route projectheTnorthwest quadrant of the route began
construction towards the end of FY 2009. The Hekladdition was completed last year and
now the Koepfli Lane Extension is being constructédtempts for land acquisition in order for
construction of the northeast quadrant to occuaam®st complete at this time and a 2010 Street
Bond is in the works in order to finance the pusghaf land for that portion of the peripheral
route. Other projects funded by the Non-Home RualleSTax in process at this time include the
Iberg Road Reconstruction which is estimated tacdaplete by the fall of 2010. The 20%
portion is being used to resurface Main and WaBineets and to complete a test section to
correct the uneven surface on Troxler Avenue.
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One additional major project, that is gaining grduas we move forward, is the Fiber to the
Premise Project. Bonds were issued in Februar® 20l a Headend Building was purchased in
May 2010. Fiber has been installed along the roaindors to provide high speed (1 GB) voice,
data, and video service to businesses and indsistiie 2011, the high speed services will be
offered to the residential areas, in phases. Eyepl® are being hired in order to provide the
highest level of customer service to our citizens.

Steps have been taken to improve daily operatiodshalp the City become more efficient. The
City uses aspects of various performance managetoelst such as Six Sigma and Baldridge
Analysis for budgeting and trend analysis. Undexr dlirection of the City Manager, various
committees have been established to review polamelsprocedures and to take an active role in
assisting the City with its management. For exampleGrowth Management Committee,
comprised of key city staff members, created a ¢gngvan that accounts for the short and long-
term needs for each department to ensure that ateeqirastructure and services are available
concurrently with new development.

As of April 2010, the City’'s Equalized Assesse City of
Value rose .02% to a total of $188.9 million. This H'ng‘;““
the one of the smallest increases in recent histoey 21%“’ swic

to the declining economy and property valu 4%  Madison

nationwide. The average growth rate of EAV duril C‘;ﬂzty
the past ten years has been 6.85%. The EAV is L
in conjunction with the 2009 Property Tax Levy fc Helvetia
the collection of property taxes during FY 2010-201  Highland Helvetia Township
The City of Highland’s property tax rate for 201~ School Road & 2%
Dist. #5 Bridge
represents 21% of the total property tax rate 60% 5%?
Helvetia Township (Saline Township is near
identical).
The City’s portion of the total property tax rate
City Property Tax Rate as a % of Total Rate for Highland residents has remained relatively
SalneTonnship the same for the past four years. The total
27% property tax rate for Highland residents
] increased by 2% due to the minimal increase
24% in the EAV. This is the first rate increase in
23% 1 the past five years. The City strives to
e W T maintain its property tax rate at the lowest
20% I:l an D amount possible while providing the highest
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 qua“ty Of Service_

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide ouizens, taxpayers, customers, investors, and
creditors with a general overview of the City's dites and to demonstrate the City’'s
accountability for the money it receives. If yoave questions about this report or need
additional financial information, contact the Ditecof Finance, City of Highland, PO Box 218,
Highland, IL 62249.

General information relating to the City of Highthmay be found akww.highlandil.gov
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